By NED G, HOWENSTINE and GREGORY G. FOUCH

Foreign Direct Investment in the United States in 1981

IN 1981, the foreign direct invest-
menti position in the United States ip-
creased a record 31 percent, to $89.3
billion, continuing the pattern of
rapid pgrowth in the position that
began in 1978, The 1981 increasse re-
flected especially large equity and in-
tercompany acconnt inflows, particu-
larly to finance the acquisition of new
LS, affiliates.

Other highlights of foreign direct
investment in the United States in
1581 are:

* Among countries, parents in
Japan, France, and Kuwait had
especislly sharp increases in posi-
tion. Among industries, the posi-
tion in patroleum and “other in-
dustries” increased most sharply.

* Capital inflows increasad $7.6 bil-
lion, to $21.2 billicn. The increaga
consigsted of a $9.7 billion increase
in equity end intercompeny ac-
count inflows, partly offset by a
$2.1 hillion decline in reinvestsd
earnings.

* Diract  investment income de
clined §1.7 hillian, to $7.8 billion.
The decline, which was centered
in menulacturing and insurance,
was more than accounted for by a
shift from capital gains in 1980 to
capital losses in 1981,

Key definiticns and country and in-
dustry classification methods are ds-
seribed in the sccompanying box.

MOTE.—The quarterly survey from which
theae ancual estirnates were derived was con-
ducted under the supervision of Jemes L. Bom-
kamp, Chief, Direct Invastment in the United
Statex Branch. Froject leador Gregory 3. Fouch

pared the estimates Macie ©. Gotr edited
and processed the forme. Ronald Resd designed
the computer programs for dota retrievel and
anpalysls

an

A US. aMiliate ia a L5, businesy an-
tarprivd in which one forelgn peron
awns, divestly or indirectly, 10 percent oy
more of the voting secorities or the
equivalent.

in thie eciicle, the baais for clamsifying
data by couniry is the same 8 that hor
diract investrmnent items in the U5 intac-
natlonsl tremsactions sccounts, because
the data in this ertitls are sither derived
fvom, or enter igbo, thess acoounis. A
T.B. affilists's poaltion and transsctions
with ita foreign parsnt—Le., the flrst for-
eign pereon in the Effiliate’s swaership
thain—are classified in the country of
the foreign parent. Furthermore, il the
1.3 alfiliate has pesitions and transae-
tions with a ferelgn alfilinte of its foreign
perent, and the Roraign affiliate is in a
different country feen the  lareign
parent, such positions and transactions
gre clamified in the country of the for
#ige alfiliste. To simplily terminclogy, in
this article, the tarm “forsign perent” is
uaed broadly to inglude forzign effiliatss
of foreign parents ax well o the forelgn
parenis themsalvas,

The country of the foreign parent may
differ from that of the ultimate henefl-
cial gwner (UBR of the U.S affiliate.
Tha UBO ig that paresn in the 1S alfili-
ate's ownership chalh, beginning with
the forelgn perent, that i not owned
more than 50 percent by enother person,
In moat cames, the country of the lorsign
parent iv the same as that of the UBO,
However, aiTiliatas whogs Iortign pavents
ara in the Metherlands Arlilles, Penama,
Barminda, and, to a lesser depree, the
Netherlands, oftan have UBCYs in othar
countries.

Alftliateg Teport on & ronsolidated
basie; the tonsolidetion for 2 given affli-
ate includes all other U8 affiliates
cwned moce than 60 peccent by that af
filiate, The report of 2 consolidated pilili-
Bte may cover operations in more than
one industey. Whan this is the case the
afiliate Io claselfied in the single indus-
iry that accounte for the largest partion
of itx sales Thus, the industry classifize-
tlop of an afiiliate iz not necesaarily in-
dicativa of the full ranga of its activities.

Foreign Direct Investment
Position in the United States

At yearend 1551, the foreign direct
investment position in the United
States was $89.8 billion (table 1). The
position i3 the book value of foreign
direct investors’ equity in, and net -
outstanding loans to, their U.S, affili-
stes. The position should be distin-
guished from the tote] assets of the
affiliates, which are the sum of total
owner's equity held by, end total li-
abilities owed to, both foreign perents
and all other persons, Thus, affiljates’
ageets may be significantly larger
than the direct investment position.

By area of foreign parent, parents
in Europe accounted for by far the
largest share—Bd percent—of the
direct investment position (table 2).
Perents in Canada and Japan ac
counted for 14 and £ percent, respanp-
tively. The remaining 14 percent was
accounted for by perenis in “other
countries.”” Within Europe, 82 percent
of the position was attributable to
parents in the Netherlands and the

United Kingdom. In “othar coun. .

tries,” the position was largely attrib-
utable to parents in Latin America,
particularly the Netherlands Antilles,
&nd in the Middle East, particularly
Kuwait.

By industry of affiliate, 33 percent
of the pesition was in manufacturing,
21 percent in “other industries,” 20
percent ¢ach in petroleum and trade,
apd 7 percent in insurance. In manu-
facturing, 29 percent was in chemi-
cals, 25 percent in "other manufectur-
ing,” -and about 16 percent each in .
food, metals, and machinery. In
“other industries,” 40 percent was in
finance, 24 percent in real sstate, and
&8 parcent in all other industriee. !

[.'Tha pomition muy be smaller velative to total

assale i reel sstate chen in other industries bocates 8 -

largar porthon of the wheets of real estate aifilfiates ara
Mnanced by borpeding from unalfliistsd 0.5 persemt.
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cent by parents in Canada. The posi-
tion of parents in Japan and "other
countries” increased fastemt—48 and
56 percent, respectively. In the latter,
the increase for parents in Kuwait
was particularly sharp. The position
of Eurcpean parents increased 26 per-
cent. Among the parente that ac-
counted for most of the addition—i.e.,
those in the United Kingdom, the
Netherlands, Franee, and Germany—
by far the sharpest incresse was for
parents in France.

By industry of affiliate, 36 percent
of the addition was in “othey indus-
tries,” 25 percent in petroleum, and
20 parcent in manufacturing. The po-
sition in “other induatries” and in pe-
troleumn increased faptest—68 and 44
percent, reapectively. In *“other indus
triea,” the sharpest incressges ware in
finance, censtruction, and real estate.
In manofactoring, the position in-
creased 17 percent; the sharpest in-
creases were in “other manufactur-
ing," especially transportation squip-
ment, tobacee products, and printing
snd publishing.

As noted earlier, the 3l-percent in-
crease in the total poaition in 1981
continued the rapid growth—averag-
ing ahout 25 parcant per year—that
occurred during 1978-80. Earlier in
the poai-World War II pericd, the rate
of growth esceeded I3 percent only
twice (in 1973 and 1874, poartly in re-
sponza 1o devaluationz of the US,
dollar in the early 1970Fs); in most
years, it was less than 10 percent.

The cumulative effects of several
developments contributed to  the
atrong growth in the position during
the last {4 years. First, the depresi

ation of the 1.8 dollar against sever-
al major foreign currencies after 1970
had, by 1978, significantly reduced
the foreign currency cost of acquiring
TS, companies, sstablishing new af-
filiates, and expanding existing affili-
stes. The depreciation also increased
the U.8. dollar cost of exports to the
United States, making production
here o relatively more atiractive
means of serving US. markets. (In
1981, the dollar appreciated markedly
but growth remained atrong, partly
because some of the new investmants
reflected earlier decisions ahd hecanze
other factors, such as those noted
below, offset the dampening effect the
approcietion might have had on in-
veatment.} Second, investment in the
United States may have hecome more
attractive becadse prodoction costs
here grew more slowly than in most
other major indusirialized countries
during the I970'a? Third, sharp in-
creascs in the prices of fuels and, to a
lexser extent, other resources, encours
aged foreipn companies to invest
heavily in 1.8, natural resource in-
dustries, perticularly petraleum ex-
traction and coal mining. Such invest-
ment may have been attrected by the
general lack of restrictione on invest-
mentg in patural resources here.
Fourth, stable political conditions
here, coupled with politicsl instability

1. Thk statement i based on data for 187020 oo
unit Iabor cosla in manafackuziog io the Uniled Siatey
and W Foreign imdustrialized coumtries, puhlillnd Ln
MInternatinal Compaziiatit of Menofattormg Prod
WMMMMW Mlnmu
for 1361," a June 1382 preem relogpe of the TS De-
partmaiit of Labar, Bureno of Labor Stathihica,

in & number of foreign countries, may
have stimulated foreign investment.
Although it continued the rapid
growth of 1978-80, the 1981 addition
differed mignificantly in composition
from the prior additions. Equity and
intercompany account inflows ac-
counted for a much larger share (and
rainvested earnings for a much small-
er share) than in any of the 3 previ-
ous yeara—80 percent for 1881 com-
pared with €7, 66, and 54 percent, re-
spectively. This difference mainly re-
flected eapecially large equity and in-
tercompany gecount inflows in 1881,

Equity and intercompany account in-
flows

Equity and intercompany account
inflows were §17.2 biilion in 1981,
more than twice as large a8 in any of
the 3 previous years {table 4).

Inflgws from foreign parents for ac-
quisitions were especially large. Two
acquisitions each involved inflows
that were well above the previous
record for a single scquisition; togeth-
er, they accounted for inflows of more
than $5 hillion. In addition, funds
from foreign parents for othar scquisi-
tione and estahlishmenia were prob-
ably at least as large in 1981 as in
any of the 3 prior yeera.? Also, funds

3. This stakemant in based oo data for 19T%-81 from
BEA's gervay of new soquisitions end establishimenta,
Cata from that evrvay differ in certain regpects from
thos wsed bere. For summple, data in this wrticle
oavar changes in the faraign parent of existing UB, af-
Tlintas, wherses data in the survey of scqoioitions and
uwstablishments do nad. ¥o particolar, oow of the two
Inra scquisitions memiirned in the tert involved the
parchazs by one farskgy parent of anothar forrign par-
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from foreign parentz to finance the
operations of exiasting affiliates were
larger than in the earlier years. Such
funds may have been larger because
affilintes’ profits and, consequently,
their funds available for reinvestmant
ware lower in 1981 than in the past.
Funds from foreign parentz may have
been less expensive than funds bors
rowed here because interest rates
were lower in many forelgn countries
than in the United States in 1981,

Equity and intercompsny sccount
inflows to incorpocated affiliates in-
creased %1000 billion, to $18.5 billion,
and inflows to unincorporated affili-
ates decresged $0.3 billion, to $0.7 bil-
lien. The increase in inflows to ineor-
porated affiliates consiried of a $4.0
billion incresss in inflows for capital
stock and a $6.0 billion in¢resse in in-
flowe on intercompany accounts. The
lattey increase. in turn, reflected &
largar incresse in affiliates’ payables
due to their foreign parents and a
smaller increase in affiliates’ receiv-
ables due from their foreign parents.!

By prea of foreizgn parent, equity
and intercompany =aecount inflows
frormn Europe, “other countries,” and
Japan increased] substantially, For
Europe, lerger inflows from France
and Garmany accounted for most of
the ineremge. For “other countries,”
larger inflows from Kuwait saccounted
for most of the increage,

By industry, the increase in equity
and intercompany account inflows
waz attributeble to a shift from out-
flows to inflows in petroleum and in-

creages in inflows to affiliates in
“othery industries,” manufacturing,
and trade.

In petroleum, there was a 33.3 bil-
lion shift from net sutflows in 1930 to
net inflows of 53,1 billion in 19831,

enl’s intereat in & (LA, affilinte, Howaver, this esquisi-
lion was aot covered by the murvey of wequisitions and
entablishments becovme it wes oot the firsk Kime that
tha U8 tomgpany becams fermign-owmed. For & de-
seription of other dffersncens between data from thet
zarvey and thowe yand here, see B Darid Bells, "ILE
Pusinesy Enterpricts Acquired or Esisblished by For
sien Direct Investars i 1983, Sgpvey o Cvmmewt
Busnem Gl (August 1981k p 58, Far from
the survey foy 1980 wiid 1981, ses R, David Balli, “U.8,
Pusinesa Entarprisca mqulmd or Enpablished 'ay For-
mtm Invealors in 1581, Suzver 62 (Juos 19820;
4. Incresses (docreases) in payubles are intarcom-
pany account Inflews icutihom), end incremiss (de-
ireamn} in receivableg are outllawe (inflowsl The
change in inbercompuny sccount cutflows i thoae (e
mrd—mhr :hmg;!l,-.. the changa in the changel in
sptnnwd-ordar chongd o receiv-
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Most of the shift was accounted for by
& more than $2.0 billion increase in
inflows from France and a $0.6 billion
ehift to inflows {rom the United King:
dom. Inflows from France inc¢reased
largely because of a substantisl 1981
inflow from & Government-owned ps-
troleum company to its US. petre
leam effiliate for the acyuisition of
the 11.8.-heid shares of a major US.
mining company.* The shift t¢ net in-
flows from the United Kingdom re-
flected a decline in outflows from U5,
affiliates in petrolenm: wholesale

.':.Iumdﬂimmmu-ﬁheldmmthamrmh
pany planned o stquire shared of the U8 uifl-
pta h-bd by a Netharlends company that, In topn, was
vwmed by a Canndian company. Acqulrition of the
Metharlands {ansdian intérest by the French sampa.
oy hawd not besn completed 2 of the aod of 1531; how-
ever, 15 2 preliminary =iep t; thia mﬂh!nn, Lk
Netberlands compatiy wias lpuidabed late in 1981 end
& intersal in the UA mining effiliate waa trane-
ferred 1o the Cansdian parent. Because this Jquide-
tigh and treiifer 3d not invalve any Nows in tha U5,
fnternaticns] \raosactons accounts, Fhe change dn
ovmership wan raflectad In the direct invastment pogl-
fisn I the US mining afflate by olfsatting valus-
ton adjustments (o the iHon of parenta in the
Katheriands and Canada. (In exchange far its interagt
in tha 1.5, mining aifilists, the Canadian company
wan to receiva the pining aMlisa's Canadian opar-
ations; this exchange was actually completed in tha
fyat querter of 1982)

trade; the decline cccurred because of
slowar growth in the affiliates’ short-
term intercompany accoont receiv-
ables due from their foreign parents.

In “other indusiries,” inflows in-
creased 4.7 hillion, to $7.1 killien. In-
flows increased $1.0 billion in finance,
0.4 billion in reel estate, and $3.4 bil-
lion in all other industries. In the
latter, most of the incresse was in in-
flows from “other Middle East,” in-
cluding a larga inflow—over $2.5 bil-
lion—from a State-owned petroleum
company in Kuwait for the acquigi-
tion of a U5, construction, and oil
and gas field gervices company. This
was by far the largest direct invest-
ment in a U.S. industrisl company to
date by a Middle East oil-producing
country. In finance, the incresse
partly refiected & large—over $0.5 bil-
lion—inflow from a British bank for
the acquisition of a major U.S. bank.
It alse reflected an increase in inflows
to nffilistes of Jepanecae parents,
largely for acquisitions of U.5. banks.
In real estate, inflows from Canada,
the United Kingdam, and Kowait in-
creased eubstantially. The increase
from Cenada reflected the acquisition
of a large U/.S. real estate develop-
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ment and management company by a
major Canadian real estale develop-
ment company. The increasss from
the other two countries reflectad, re-
apectively, the acquisition of devel-
oped U.8. commercial property by a
British pension fund and of undevel-
oped real eotate and timberland by a
Kuwaiti company.

Inflowe to muanufocturing affiliates
increased $1.5 billion, ta $4.8 billion.
Muost of the increase—31.3 hillion—
was atiributable to affiliates in “other
manufacturing.” Inflows to afiliates
in metals and food products increased
303 bitlion and 0.2 billion, respec-

fr .

In “other menufecturing,” the in-
cregse was more than accounted for
by & §1.2 billion shift to net inflows
from Germany and a $0.2 billion in-
cresse in inflows from Canada. The
shift to inflows from Germany was
targaly the result of a buildup in late
1920, and reduction in 1981, of & U.S.
autamohile manufacturing =ffiliate’s
receivables duwe from its foreign
parent. The 1980 buildup may have
reflected edvances from the aifiliate
in regpones to finencial neads of its
perent. The incraase in inflows from
Canada partly reflected the acquisi-
tion of a minority interest in a large
L8, manufacturer of consumer paper
products.

In metals, the increase in inflows
was largely atiributable to the acgui.
sition of a U.S. wire and cable manu-
facturer by a major Canadien mining
and manufecturing company. I food
products, Swisz perents incressed
both their outstanding loans tg, snd
eqi::t,y investment in, their 11.5. affili-
B .

Inflows to affiliates in frade in-
craaza $0.6 biflion, to $2.4 billion, The
incresse reflected a $1.2 billion shift
from amall outflows from, to inflows
to, Japanese-owned affiliates. Most of
the shift resulted from faster growth
in affiligte payables and a shift from
&n increase in 1980, to a decresse in
1981, in affiliate resceivables. These
thanges were largely attributable to
the 1.8, affiliates of the major Japa-
hese trading companies.

Reinvested earnings

Reinvested sarnings of incorporated
ffiliates declined $2.1 billion, to $4.1
billion (table 5). Reinvested earnings

SURVEY OF CURRENT BUSINESS

are equal to earnings (i.e., foraign par-
ents’ shares {n net income aftar US.
income texes) of incorporated affili-
ates minwa gross dividends (i.e., divi-
dende before deduction of U.8. with-
holding taxes) on common or pre-
ferred stock held by foreigm parents.
The decline was the net result of a
£1.8 billion decline in earnings and a
$0.4 billion increase in gross divi-
dends. (See the follawing section for a
discussion of changes in income, of
which earnings is the major compo-
nent.) The reinvesiment ratio—the
fraction of earnings reinvestad—de-
clined from 0.80 to .67,

Reinvested earnings detlined in
every major industry except trade. By
ler the largest decline was in manu-
fecturing—#$1.5 billion. The decline
registered by affiliates in food prod-
ucts wan particularly large—%$1.2 bil-
lion. It reflected a large 1980 capital
gain reafized by a Canadian-owned
1.5, aifiliate from its sale of a U.S.
petrolenm subsidiary. Also, there was
a $0.1 billion decling in metals, which
largely resulted from a lower rain-
vestment ratio, and a 0.3 hillion in-
crease in negative reinvesied earnings
in mechinery, Partly offsetiing was 8
30.1 billion decline in negative rein-
vested earnings in “other manufactur-
ing” Reinvested earrings in chemi-
cals were unchanged.

In petroleum, most of a $0.3 billion
decline waa attributable to affiliates
with parents in France, Belgium, and
Conada, and wag largely the resalt of
an increase in dividends. In insur-
ance, most of & $0.2 billion decline, at-
tributable to British-owned affiliates,
was the result of a sharp decline in
earninge partly offeet by a decrease in
dividends, In “other industries,” a
§0.1 billion decline was mora than ac-
counted for by affiliatea in real estate
and agriculture, and reflected both o
decline in esrnings and an increase in
dividends.

Income

Diregt investment income, the
return ¢n the position, fell 18 percent,
to F7.8 billioss (table &) Income con-
sists of U.S. affilintes’ earnings, &5 de-
fined earlier, plus interest (net of
withholding taxeg) on iniercompany
accounts, less U.S. withholding taxes
on dividends (table 7). Alternatively,
it is the sum of (1} interest, dividends,

35
Tabde 7. —Income apd Rofatad Tiema: Soures
and Relnifonskip
[MHllena of dullars]
1981 Sournts i
Wik relalionship
L Eartings of incurporated 8002 [ Rapacied
afiten ® "
2, Farnl of unilneor Ti2 | Rapsrisd
ﬂudam.lm ol
LI TN T —— ERM \=l+2
4. imm w_ {em 1IR3 =645
wiockl ’
5, 118, withbobding Lan on Lt | Ivriwed
dividenda
4, Dividends fon comman 1,850 | Raparied
and proferred wlochl
7. Imisrvgt fnst aF withhold 1116 | Rapsrind
g tnmesl
B. Rektrested avurmings o 4,08 | wi— ar JO-0
Ineerparated affilzcad,
2. Inderest, dlvblands, wwd BeH | w2404 T or 10-8
nrnm“hwﬂb
wod uill
W Imtome—.— oo T80T | wit=G4T or B8

Nome“Reparied” refors 19 umiverse ertimates devived from
repu:ud-m.phlnu.m yatvame

and earnings of unincorporated affili-
ates, and (2) reinvested earnings of in-
corporated affiliates.

The decline in income was concen
trated in manufacturing and insur-
ance. [t was more than accounted for
by & shift from capital gaing of $1.7
billiont jn 1980 to capital losses of $0.2
billion in 1981. Inccme before capital
gaing and losses increased 2 percent
in 1981, compared with an average in-
crease of 40 percent per vear in the
previous 3 years. Sharp incresses in
the position in all 4 years contributed
to the increasas in income, as income
of pewly acquired or estahlished U8,
affiliates wag added to that of existing
.S, affiliates. The increase in income
was much smeller in 1981 primarily
because worsened economie conditions
in the United States resulied in lower
earnings, or losses, for many affili-
ates. Also, petroleum affiliates’
income fell slightly in 1981 following
& years of very strong growth. In
large part, the differenre reflacted
changed conditions in petroleum mar-
kete—from supply shortages and
sharp price increases in 197B-80 to
pientiful sepplies end moderating
prices in 1981.

Income from manufacturing affili-
ates declined $1.4 billion, to $1.0 il
Hon. Most of the decline reflectsd a

fFead cantinwed on p. 41)
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Table 12.—Equily and Intercompany Account Tnflows, 1351
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large capital gain realized in 1980 by
the previogaly mentioned Canadian-
owned 115 affiliate in food products
that sold its petroleum subsidiary.
Before captinl gains and losses,
income from manufeciuring afiiliates
declined slightly. Moat of the decline
wag in machinery, where affiliates
had net losses of 3.2 hillion. A amall
decline in “other manufacturing” oc-
corred primerily because motor vehi-
cle manufacturing effiliates  had
larger operating losses in 1981 than
in 1980,

Income from ingurance affiliates de-
clined $0.6 billion, to $0.2 hillion. The
decline was more than accounted for

a shift from capital gains of $0.5
billicn in 1980 to capital logses of $0.8
billien in 1981, The shift primarily re.
flected decreases in the market value
of stock and hond portfolios of Canadi-
gn- and British-owned ingsurance af-
filintea.

Income from petroleum affiliates, at
$34 billion, was down slightly.
Income from trade affiliates increased

SUEVEY OF CURRENT BUSINESS

$0.2 billion, to $1.6 billion; contribut-
ing to the increase wers improved
carnings of soveral auto importing af-
filintea with parents in Germany, the
Uhnited Eingdom, and Japan. Income
from finance affiltiates increased $0.2
billion, to §1.2 billion; nearly one-half
of the increase wasg from affiliates of
British parents.

The raie of return on the direct in-
vestment position—income divided by
the average of the begloning. and
end-of-year positions—declined sharp-
Iy, from 154 percent to D.B percent.
The decline reflected both the dectine
in income and strong growth in the
average position. Rates of return in
all major industries declivied; declines
were sharpest for the industries—food
manufacturing and inenrance-—that
had large negstive shifts in capital
Zains and losses from 1930 to 1081,

Fees and Royalties

Net paymenta of fess and royalties
by U.S. affiliates declinad $0.1 billion,
to $0.4 billion (table 8}. Fees and roy-
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alties consist of net paymenis by U.B.
affiliates to their foreign parents for
the sale or uea of intangible property,
suwch as patents, industrial processes,
trademarks, and copyrighis;, service
charges; charges for the rental of tan-
gible property; and film and television
tape rentals.

The decline in fees and rovelties
wag more than accounted for by &
$0.1 billion decline in nei payments in
manufacturing and & $0.2 billion in-
¢resse in net receipts in trade. The
former was concentreted in chemicals
and “other manufacturing,” especial-
ly antomobile manufacturing, The
latter was laxgely the result of an in-
crease in service fess received by an
affiliate from ite parent in the Middle
Eaet. Partly offeetiing ware incraam
in payments of 30.1 billion each in in-
aurance (largely aitributable to Cana-
dian-owned affiliates) and “other in-
dustries” (attributed to a large pay-
ment to a British pavent for vental of
televigion tapes)




